
O
•H
CM

<N

O
on

FEDERAL ELECTION COMMISSION
WASHINGTON. D.C. 20463

MAR II 20Q9
Bill Combs, Treasurer
21st Century Democrats
1731 Connecticut Avenue, NW
2nd Floor
Washington, DC 20009

RE: MUR6177
21* Century Democrats and Bill Combs,
in his official capacity as treasurer

Dear Mr. Combs:

In the normal course of carrying out its supervisory responsibilities, the Federal Election
Commission (the "Commission") became aware of information suggesting that 21" Century
Democrats and you, in your official capacity as treasurer (the "Committee'1), may have violated
the Federal Election Campaign Act of 1971, as amended (the "Act") and its underlying
regulations. OnFebniaiy26,2009,theCommianonfbi^
and you, in your official capacity as treasurer, violated 2 U.S.C. §§ 432(c) and (d), 434(bXlH5),
and 434(bX8); and 1 1 C.F.R. §§ 102.900(1), (2), and (4), 104.3(d), and 104.1 1. Enclosed is the
Final Audit Report of the Committee that serves as me Factual and Legal Analysis that sets forth
the basis for the Commission's determination.

We have also enclosed a brief description of the Commission's procedures for handling
possible violations of the Act In addition, please note that you have a legal obligation to
preserve all documents, records and materials relating to 1m^ matter un^
notified that the Commission has closed its file in this matter. &*18U.S.C.§ 1519. In the
meantime, mis matter will remain confidential in accordance with 2 U.S.C. f § 437g(aX4)(B) and
437g(aX12XA), unless you notify the Commission in writing that you wish the investigation to
be made public.
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If you intend to be represented by counsel in this mttter, please advise the Commission
by completing the enclosed Designation of Counsel foim stating die name, address, and
telephone number of such counsel, and authorizing such counsel to receive any notifications and
other communications from the Commission.

We look forward to your response.

On behalf of the Commission,

teven T.Walther
Chairman

Enclosures
Final Audit Report of 21* Century Democrats
Procedures
Designation of Counsel Form



Report of the
Audit Division on the
21* Century Democrats
January 1,2003 - December 31, 2004
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Why the Audit
Was Done
Federal law permits the
Commission to conduct
auditi *pd ficM
investigations of any

limttiCP UUR18
required to file reports
under the Federal Election
Campaign Act (the Act).
The Commission
generally conducts such
audits when a committee
appears not to have met
the threshold

substantial compliance
with the Act'The audit
determine* whether the
committee complied with
the limitations,
prohibitions and
disclosure reojiircmcnts of
the Act

Future Action
Tnc Commission may
initiate an enforcement

with respect to any of the
mitten discussed m this
npoit.

About the Committee (p. 2)
21* Century Democrats (21CD) is a non committee.

is headquartered in Washington, DC. For more information, see
chut on the Committee Organization, p. 2.

Financial Activity (p. 2)

o Contributions from Individuals
o Contributions from Other Political

o Offtets to Operating Expenditures
o Other Federal Receipts
o Transfers from Non-federal Funds
o Total Receipts

tfXDCflfllulVBSo
o

o
o
o

Contributions to Federal

Refunds of Contributions
Other Federal Disbursements

$5,030,878

73.055
14,813
56,384

1,777,726
$6^52^56

$6,726,120

40,982
11,982
52,128

$6,831,212

Finding* and Recofomendationa (p. 3)
• Documentatira for Recdpts (Finding I)
• Reporting of Debts and Obligations (Finding 2)
• Disck)sure of Statemem of Organization (Finding 3)
• Misstatement of Financial Activity (Finding 4)

2U.&C.|4380>}
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Parti
Background
Authority for Audit
This report is based on an audit of 21* Century Democrats (21CD), undertaken by the
Audit Division of the Federal Election Commission (the Commission) in accordance with
the Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the audit pursuant to 2 U.S.C. (438(b), which permits the Commission to
conduct audits and field investigations of any political committee that is required to file a
report under 2 U.S.C. §434. Prior to conducting any audit under mis subsection, the
Commission must perform an internal review of reports filed by selected committees to
determine if the reports filed by a particular committee meet the threshold requirements
for substantial compliance with the Act 2 U.S.C $4380).

Scope) of Audit

1.
2.
3.
4.
5.
6.
7.
8.

The receipt of excessive contributions and loans.
The receipt of contributions from prohibited sources.
The disclosure of contributions received.
The disclosure of disfr1 vyp^ntti debts nn4 obligationi
The disclosure of expenses allocated between federal and non-federal accounts.
The consistency between reported figures and bank records.
The completeness of records.
Other committee operations necessary to the review.

Limitation!
21CD did not comply with die recordkoeping requirement, 1 1 CFR §102.9(aX4), which
requires committees to maintain a copy of contributor checks in excess of $30 (see
Finding 1). The lack of these records limited the Audft stiffs testing of prohibited
contributions, the timeUness of deposits, the ao^^
contributor attributions, and the adeqw^ of disclosure intonation au&
name and address, ft also limited the Audh staff in identifying and explaining difference
between reported activity and bank activity.
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Important Dates
• Date of Registration
• Audit Coverage

Headquarters

Bank Information
• Bank Depositories
% Bank Accounts

.
Treasurer
• Treasurer When Audit Wai Conducted
• Treasurer During Period Covered by Audit

Management Information
• Attended FEC Campflign Finance Sflm*Y?ar

• Used Commonly Available Campaign Management
Software Package

• Who Handled Accounting and Recoidkeeping Tasks

21* Ceatary Democrats
July 28, 1988
January 1, 2003 - December 31,2004

Washington. District of Columbia

Four
Two Federal ft Nine Non-fedeni
checking accounts

Bill Combs
Michael Lux

Yes
Yes

Paid Staff

Overview of Financial Activity
(Audited Amount*)

Cash on hud & January 1. 2103
o Contributions from Individuals
o Outribirtkms from Other Polhk^
o unsets w upenonB oxDenannTes
o Other Federal Receipts
o IfcmfsB from Nonrflbdorsi Funds
TVrtalBM^ntaA ^s'wama aavswassujs1^^

o Qpeiasing Expeuoituies
. ^__O_IL.^<MB« *_ T7« J_^l ^ •• j_^ — «^_ •—

o Rdunds of Contributions
o Other, FJedaml DtoburseiiiBnti
TMsiDsibvneaHsmi
Cash M haad @ December 31, 2004

$22,788
5,030,878

73.055
14.813
56384

1.777.726
869S2JS6

6,726.120
^A ncM40^82
11.982
52.128

SM3U12
S 144.432
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Finding* and Recommendations

Finding 1. Documentation for IteceipU
2ICD did not maintain adequate documentation for iti contributions from individuals in

Q excenofSSO. In an attempt to locate the i»ce«saiy records, 21CDauthc^
_, staff to obtain conlribirionreeaidsdire^^ Through its bank, the Audit
IN staff was able to obtain some additional coutribri^ Further, in its response to
ui me interim audit report, 21CD provideddocumentition for additional contributions. Tnc
™ required records still have not been provided for 37.5% of contributions from individuals.
2 (For more detail, see p.4)
T

oi Finding 2. Reporting of Debts and Obligation*
™ 21CH) did not report most of hs debts and obligaticms on Schedules D(^^

Obligations) during tbe audit period. From just one vendor, the Audit staff identified
debts and obligations totaling $6*38361 that were not reported. In its response to the
interim audit report, 21CD agreed with the Audit staff and is reviewing its vendor tecords
in preparation for amending its disclosure reports. 21CD filed amended reports
approximately four months and, again, eight months after the final audit report was
submitted to the Commission for approval which materially corrected the reporting errors
noted above. (For more detail, see p.6)

Findings. Disclosure of Statement of Organization
21CD did not disclose bank depositories on its ameofcdStatemert of (^ganization filed
during the audit period. 2ICD amended its Statement of Organization to include its moat
current bank depositories. No farther comments were included in 2100*8 response to the
interim andit report (For more detail, see p.7)

Finding 4. MiMtmtement of Financial Activity
A oonqMrtoon of 21CD's reported figures to hs bank records revealed that receipts rbr
calendar year 2004 were misstated 21CD had both receipts which were not reported and
receipts which were reported in error. ThisiesuhedinanetunJeistaleiiientofreceyts
totaling $32^08. Initsreqx»isetotheiiitermiaiid^nport,21CDaocep^
staff's recommendation and agreed to amend its disclosure reports to comet the
-*"T»ffiT> 21O> filed amended nportsapjmKimate^

after the final audit report was submitted to ̂ Qffliniirton fa
materiaUy collected the miastatooieitf noted above. (For more detail, see p.8)



Part IV
Findings and Recommendations

| Finding 1. Documentation for Receipt!

21CD did not maintain adequate documentation for its contributions from individuals in
0) excess of $50. fa an attempt to locate the necessary recoida, 2 IOT
0 stiff to obtain cootribud(m records diiectlyfhxn its bsnk. Through its bank, the Audit
M staff was abk to obtafo some additional contribution rec^ Further, in its response to
<M the interim audit report, 21CD provided documentation for additional contributions. The
m required records still have not been provkiedfo37.5H of contributk>nsfrcnn individuals.

A. Raconikaaplng The treasurer of a polhlcalconraiittae shall keep an account of:
• All contributions received by or on behalf of such political committee;
• The name and address of any person who makes any contribution in excess of

$50, togedierwhli the date and amoum of siich contribution by ariypersoa fa
addition, a full-size photocopy or dighal image of each check or written
instrument «"y«* be maintained;

• The identification of any person who makes a contribution or contributions
aggregating more than $200 daring a calendar year, together with the date and
amount of any such contribution^ and

• The identification of any political committee which makes a contribution,
together with the date and amount of any such contribution.
2 U.S.C. |432(c)and 11 CFR§102.9(aXl),(2)f (3)and(4).

& Preservation of Records. The treasurer shaU preserve all recx)rds required to be ke^
for 3 years after the report is filed. 2 U.S.C. §432(d).

During toe inventory of 21CD records prior to the start of fieldwork.it became apparent
to the Audh staff that a majority of contributor dMk copies and documentation for ciedit
cud contribuuOiia had not been maintained by 21CD. Tno recei|ito databaae provided by
21CD contained more than 150,000 contribution fiom individuals, yet only 1H boxes of
contributioii records were made available to the Audit start Most records maintained
appeared to be coitfributions greater than or equal to $100. It should be notod that while
moat contributions to 21CD ware in amouite leas than $50, iterec^ipU database indicated
that more than 13,700 contributions were greater than $50. A sample review of
contributioufiomiridividualsindksledth^
maintained for contributions greater than. $50*.



The Audit staff discussed this muter with 21CD representative diirmg the aiidit and at
the exit conference. 21CD representatives stated thai most cootrio^^
destroyed by the vendor responsible for eoteruig all contribiilons into its main database,
Data Direct, Inc. They slated that the only copies maintained were of contributions $100
or luger which were iraived directly by the committee. 21CD was unable to provide a
vendor contract for Dana Direct, Inc. to establish what records were supposed to be kept

Subsequently, 21CD authorized the Audit staff ID contact its beak man attempt to obtwn
copies of the missing contributor checks for trw contributions indudMm the sample.
The bank was only able to locate and provide check copies for 58% of those
contributions1. The bank o^nrtindtate tint its seared
Hems were contributions made by credit card (see footnote 3, below). Bank
repreientative^uwngtheprovkiedde^
microfilm copies of deposits in an attempt to locate these Hems. Some of these deposits
contained hundreds of checks making the review difficult In addition, bank
representatives stated that no o^sits were mafo
contribution database. Thissuggests that dates were not consistently or accurately
recorded by 21CD.

A list of the sample contributions which were not located by the bank was provided to
21CD.

The Audit staff recommended that 21CD fisther attempt to locate the missing contributor
records by contacting its bank and/or crectit card processing companies and having all
copies produced in the search sent directly to the Audit staff Also, it was recommended
that 21 CD implement practices to ensure the maintenance of recdptdocunientation and
provide any comments it may yet have relative to this

In its response to the interim audit report, 21 CD was abtetodetenninethatsomeofthe
niissmgcontributkm record^ were for cootribu^ 21CD was also
able to trace soine of niese contributions to deposits. However, 21CD was unable to
provide any credit card processing leooio^soiiiCrtsfflOH devices, etc, for these
contributions. As soch,21O>&ikd to pcovide the required doc
card contributions.

For contributions nude by chock, 21 CD provided some supporting check copies.
However, the Audit staff had already obtained this dcttunentanta
nearly all of those contributions. usnmms^fteiequh^chei^ copies were not
provided for 12% of contributions m the sample that ai^pear to have been ms^ by check.



However, over an the required documentation was not provided for 37.5% of
contributions in excess of $50.

In addition, 21CD's response outlined recently implemented practices to ensure the
maintenance of receipt documentation.

| Finding 3. Reporting of IHbts amd Obligations

•j 21CD did not report inost of iu debts and obligations on Schedules
^ Obtigations) during the audit period. From just one vendor, the Audit staff identified
fsj debts and obligations totaling $638,361 tiat were not reported. In its response to the
in interim audit report, 21 CD agieed with the Audit staff and ur^^
<N preparation of amending its disclosing reports. 21CD filed sjnended reports
^ approximately four monusanA
!J submitted U> the O>mrnission for appiovalw^

noted above.

A. Continuous Reporting Required. A political committee must disclose the amount
•twi tMtin* «f mit̂

2 U.S.C. §434(bX>) >nd 1 1 CFR §§104.3(d) and 104.1 l(a).

B. Separate Schednles. Apolitk^coninutteeraustfileseiiantescheA
owedbythecomnu^teeanddebUowedtothecommto
explaining 1he cncumstanoes m^ conditions under which each debt and obligation
was incurred or extinguished. 11 CFR §104.1 l(a).

c.
• A debt of $5<)0 or less nuist be reported once it has ben

me dale mewed (the data of me transaction)! the committee reports it on the next
regularly scheduled report

• A debt exceeding $500 must be disdosed in the report that covers to
whichthedebtwasincurred. 11 CFR (104.1 l(b).

During a review of 21CD's operating expendinjras, the Audit sta£fbecanie aware that
very U^nitedo^bU and obligations had been reported n» review
mdicated that debts should have been itfxirtedfcTnianyvendoi^suchuOMP.Sheads,
Stiategk Marketing and Mailing, Data Dnvc^ Of these vendors,
21CDonryitp(med debts to fotegrai Resources. A turmer review of one of these
vendors, OMP, indicated that debts and obb^alkMia totaling $6^8361 ahouU
reported during the audit period.

TT* Audit jtaffduMnissedthfrinattCT
andprovkiedlhemwrmascbDduteoftteOMPdjeto They stated that the



debt reporting issues stem from their roonthly reportir^ practice, and they added that th^
would review this matter.

Interim Audit Itepost RaoommsjadatloB and Committea itoaponaa
The Audit staff recommended that 21CD unend its leports to include debts of $638,361
toOMP. msMtk>n,hwurecomniend^trutf21(^ review odwr
reportable debts v^ obligations, *nd if my such debts were determing^. ihgtff should
also be included in the amended reports. In its response to the interim audit report, 21CD
accepted the Audit staff's leconneaditioii art agped to

<M debts to OMP of $638,361 as well as other vendors to which debts were owed.
•H
^ 21CD filed amended reports approximately four months and, again, eight months after
m the final audit report was submitted to the Coininission for approval which materially
rsi corrected me reporting errors noted above.

* | Finding 3, Diacloaure of Statement of Organisation |
cr>
oj Summary

21CD did not disclose bank depositories on its amended Staterneot of Organization filed
during the audit period. 21CDaniended its Stilemeitf of Organization to inchideiUmos^
cturent bank depositories, hfofiv^h^comnwnts were included in 21CD's response tome
interim audit report

man 10 days after becoming a political committee. 2 U.S.C. $433{a).

Oratssjts. The Stateniem of Organization shaUmduite a h>tm^
deposh boxes, or other depositories used by the committee. 2 U.S.C. g433(b).

On March 18,2003.21CD filed an amended Stateinert of Organization (Statement) with
theConmussion. m the Statement, 21CD did not Ust any banks or omer depositories. No
subseojuent anTftKfr'ifnlf had been filed.

During audit fleldwork, the Aiidtt staff fafonncd 21CP iqgesentatives of m^^ At ,
the Exit Q>nierenoc,21CDie|iiusuitativcs presented the Aiidh staff wim an aniended !
SttD6lll0alEa> ••UK O18d000Q ttl Qe^DOavlivOBiLifiej lMUl2Bfl DV 2 J^JWi HttS 9«a»«wawlijOK vHmav XUOu vMlR i

the Omimisfkin on February 26,2007. i
i

TtoAiitftslaifiPOimiineiidiidtlrt ,
r. None were indudedmte response. j



I Finding 4. Miastatenant of Financial Activity

A comparison of 2 ICD's reported figures to its bank records revealed that receipts for
calendar year 2004 were misstated. 21CD had both receipts which were not reported and
receipts which were reported in error. This resulted in a net undeitfatement of receipts
totaling $32308. In its response to the interim audit report, 21CD accepted the Audit

^ staffs recommendation and agreed to amend to disclosure reports to correct the
^ miastatement 21CD filed amended repocts approximately four months and, again, eight
rH months after the final audit report wissubinitted to the Commission fa appioval which
<M materially corrected the misstatement noted above.
in

ConCents of Reports. Each report mutt disclose:
Q • The amount of cash on hand at the beginning and end of the reporting period;
on • The total amount of receipts for the reporting period and for the calendar year;
™ • The total amount of disbursements for the reporting period and for the calendar

year; and
• Certain transactions that require itemization on Schedule A (Itemized Receipts),

Schedule B (Itemized Disbursements) or Schedule H-4 (Joint Federal/Non-federal
Activity Schedule). 2 U.S.C. J434XbXD- <2), (3), (4), and (5).

The Audit staff zeconciled 2\CD'» reported activity to bank records fa calendar year
2004. The reconciliation revealed that reported receipts were understated by $32,308.

The net undeiatatement of receipts resulted from the following:
• Tiansfen from Non-federal Accoiints not reported $179,761
• Erroneously reported Transient fiom Non-federal Accounts (106,448)
• Other PoUticalCcMnminciftCoiftibutioM 15,803
• Unexplained Difference

Total Net Understatement of Receipts

TTie Audit staif discussed this matter with 21GD representatives at the exit conftrence
and provided a schedukoudnn^ the niisstatement 21CD representatives staled they
would further review this mailer and respond appropriately.

intatim Audit Rapost naoommaadatioa and
Tha Audh staff recommended that 21CD amend its reports to oocrect the mi1
noted above. In its response to the interim auft report, 21CD accepted tto

1 Hihould be noted that this Uncxptofattd DUhram istfainwkof21CD'»fcihr»loi
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recommeiidation and agreed to amend its reports to correct the miutatement To date, no
amended report! have been filed.

21 CD fifed amended reports approximately four monthi and, again, eight months after
the final audit report was submitted to the Ccinniisaion for approval which materially
corrected the miutatement noted above.


